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Dear Shareholder, 


Enclosed you will find the Bell Canada Annual Report 1986 which contains 
detailed information concerning our financial results for 1986. 


This is my first communication to you as President and CEO of Bell Canada and 
| am pleased to report a very successful year. 


1986 saw a Substantial increase in the demand for our services. The number of 
network access services (approximates lines in Service) increased by nearly 
312,000 to over 7.4 million. As well, for the first time ever, Bell achieved 

one billion long-distance calls in one year and 1986 ended with an increase of over 
100 million long-distance messages over 1985. 


As a result of this growth, and of the continuing control of expenses and 
improvements In productivity, we achieved a higher net income, before 
extraordinary item, of $683.9 million in 1986 (compared to $652.1 million in 1985) 
and a return on average common equity, before extraordinary item, of 13.5 per cent. 


In October 1986, the Canadian Radio-television and Telecommunications 
Commission (CRTC) rendered its much publicized decision regarding Bell's 
revenue requirements for 1985, 1986 and 1987. As part of its decision, the CRTC 
directed Bell to lower long distance rates within Its territory. The reduced rates 
became effective January 1, 1987. The CRTC also directed the company to 
provide most of its subscribers with a one-time credit totalling $206 million. Bell 
has commenced appeal proceedings before the Federal Court of Appeal asserting 
that the CRTC lacks the jurisdiction to order this credit. 


In 1986, we laid the groundwork for a promising future. More than ever before, we 
strove for success on all fronts: from operations, to the Introduction of new 
products and services, to the significant increase in direct marketing sales. 


We actively pursued our commitment to the Integrated Office System (IOS) 
program. In our efforts to enhance our office productivity, we continued our 
internal deployment of IOS, bringing the total internal user community to 4,600. 


Of the many steps we took to ensure our continuing telecommunications 
leadership, one of the most significant was the creation of Bell Information 
Systems. This new sales and service division was formed to rationalize 
distribution channels and better provide competitive services to large businesses. 


During the year, Bell introduced a variety of new products and services among 
which were three new fully-digital Meridian telephones designed to be the future 
mainstay terminals for our SL-1 family of private business exchanges. 


In March, we started the trial of Call Management Services in Peterborough 
(Ontario), which is among the first applications of the digital “intelligent network” 
to residential and single line business customers. This test is an important step 
towards our long-term goal of a single digital network ultimately integrating Bell's 
voice, data, text and image services. Major trials of the technology of this 
Integrated Services Digital Network (ISDN) will start in mid-1987. 


We will continue to develop new products and seek new business opportunities in 
1987 and beyond. With innovative business Initiatives, our impressive productivity 
gains, new and “intelligent” products and services, and our commitment to 
quality, |am confident that we are well equipped to face the challenges which lie 
ahead of us. 


CONTENTS 


Page 
Businesssombell @anadarcw aricgeartt outro. fonts: ote eee Mareen 0 ck yiirds, BP hoe kJ 3 
Management’s Responsibility for Financial Statements .......................-ce0e- 4 
PAUICICOLS DIRE DOI ieee Mn er or Sire ee Ge oS Xie re OE OE Me Pall tity Gy tse eh thy 5 
Consolidateds hinancial Srarements <a) cre eee Re cc a Roe 6 
Management’s Discussion and Analysis of Results of Operations and 
Eimamcratl§ Cond (Ofna eee tinea, hd. ac: (vier een ae ents gn EMT OA hc 20 
SclectedulumancialandiOtheteiatas ery \ce 2.5 We 2 een eae ae ne Wd is begs ee ER Ge 22 
Directorsrand,Omeensecrsna Mime ey so as ae eRe mee aan OO en gr oct See 23 


Bell Canada 

1050 céte du Beaver Hall 
Montréal (Québec) 
Canada H2Z 1S4 


Form 10-K 


Bell Canada’s Annual Report on Form 10-K is available from 

the date of its filing with the Securities and Exchange Commission 
in the United States by writing to: 

The Vice-President and Corporate Secretary 

Bell Canada 

1050 céte du Beaver Hall 

Bureau 1420 

Montréal (Québec) 

Canada 

H2Z 1S4 


Sur demande, le vice-président et secrétaire de la société vous fera 
volontiers parvenir un exemplaire frangais du 
rapport annuel 1986 de Bell Canada 


Digitized by the Internet Archive - 
in 2023 with funding trom 
University of Alberta Library . 


https://archive.org/details/Bell0106_ 1986 


BUSINESS OF BELL CANADA 


Bell Canada was incorporated by Special Act of the Parliament of Canada in 1880 and continued under the 
Canada Business Corporations Act effective April 21, 1982. Bell Canada, formerly the parent company of the Bell 
Canada group of companies (“Bell Group”), became a subsidiary of Bell Canada Enterprises Inc. (“BCE”) as a 
result of the reorganization of the Bell Group on April 28, 1983 which established BCE* as the publicly held parent 
corporation of the Bell Group. BCE owns all the outstanding voting shares of Bell Canada. 


Bell Canada is the largest Canadian supplier of telecommunications services and as a telecommunications 
operating company, owns and operates a public switched network for voice, data and image communications in the 
provinces of Ontario and Québec and in the Northwest Territories. 


Telecommunications services generate two major revenue streams, local service revenues and long distance 
service revenues, which accounted for approximately 87% of Bell Canada’s consolidated total operating revenues in 
1986. Local service revenues are derived mainly from network access services provided to the business and residence 
subscriber markets. As at December 31, 1986, Bell Canada provided about 7.4 million total network access services 
(approximates lines in service) to its business and residence customers. These services account for about 93% of all 
such services provided by telephone companies in Ontario and Québec and about 57% of all such services provided 
by telephone companies in Canada. As at December 31, 1986, Bell Canada owned and operated about 9.0 million 
telephones through its telecommunications network. Network access services, telephones and related auxiliary 
equipment are provided to subscribers primarily on a monthly contract basis. Long distance service revenues include 
long distance message revenues as well as revenues from the provision of various other services such as WATS and 
800 Service, business data and private line voice services. These revenues are derived from services originating and 
terminating within Bell Canada service territory (intra-Bell), and from services provided jointly with other 
telecommunications companies (settled). Most of the settled revenues are derived from an agreement with the 
members of Telecom Canada, a working association of nine major Canadian telephone companies, including Bell 
Canada, and Telesat Canada (“Telesat”). Bell Canada also derives revenues from the leasing of terminal equipment 
under sales-type leases and from the sale of terminal equipment to the business and residential markets. 


Bell Canada is subject to the jurisdiction of the Canadian Radio-television and Telecommunications 
Commission in various respects including its rates, costing and accounting procedures. Bell Canada does not have 
exclusive franchises to furnish its regulated telecommunications services. However, no other company offers basic 
local and long distance public switched network telephone service in Bell Canada’s service area. 


Tele-Direct (Publications) Inc., a wholly-owned subsidiary of Bell Canada, is engaged in the sale of telephone 
directory advertising, representing 70% of the Canadian market, and in the publishing of white pages and Yellow 
Pages* directories for Bell Canada and other Canadian telephone companies. On December 31, 1986, Bell Canada 
sold to BCE its wholly-owned subsidiary Bell Canada Management Corporation. 


In addition, Bell Canada has minority common equity interests in Telesat (24.6% owned), which is engaged 
in the provision of satellite communications services principally between locations within Canada, and in 
Bell-Northern Research Ltd. (30% owned), an industrial research and development organization. 


*Trademark 


MANAGEMENT?’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 


The accompanying consolidated financial statements of Bell Canada and its subsidiaries and all the information 
in this Annual Report are the responsibility of management and have been approved by the Board of Directors. 


The financial statements have been prepared by management in conformity with Canadian generally accepted 
accounting principles. The financial statements include some amounts that are based on best estimates and 
judgements. Financial information used elsewhere in the Annual Report is consistent with that in the financial 
statements. 


Management of the Corporation and its subsidiaries, in furtherance of the integrity and objectivity of data in 
the financial statements, has developed and maintains a system of internal accounting controls and supports an 
extensive program of internal audits. Management believes that this system of internal accounting controls provides 
reasonable assurance that financial records are reliable and form a proper basis for preparation of financial 
statements and that assets are properly accounted for and safeguarded. The internal accounting control process 
includes management’s communication to employees of policies which govern ethical business conduct. 


The Board of Directors carries out its responsibility for the financial statements in this Annual Report 
principally through its Audit Committee, consisting of six members, four of whom are outside directors. The Audit 
Committee reviews the Corporation’s annual consolidated financial statements and recommends their approval to 
the Board of Directors. The internal and the Shareholders’ auditors have free and independent access to the Audit 
Committee. 


These financial statements have been examined by the Shareholders’ auditors, Touche Ross & Co., Chartered 
Accountants, and their report follows. 


R.A. Hamilton Harding 
Vice-President and Comptroller 


AUDITORS’ REPORT 


To the Shareholders of 
Bell Canada 


We have examined the consolidated balance sheets of Bell Canada and its subsidiaries as at December 31, 1986 
and 1985 and the consolidated statements of income, retained earnings and changes in financial position for each of 
the three years in the period ended December 31, 1986. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests and other procedures as we considered necessary in 
the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of Bell Canada as at 
December 31, 1986 and 1985 and the results of its operations and the changes in its financial position for each of the 
three years in the period ended December 31, 1986 in accordance with Canadian generally accepted accounting 
principles applied on a consistent basis. 


Montréal (Québec) Canada TOUCHE Ross & Co. 
February 10, 1987 Chartered Accountants 


BELL CANADA 


CONSOLIDATED INCOME STATEMENT 
for the years ended December 31 


(millions of dollars) 


1986 1985 1984 
Operating revenues 
LOCA SERVICE Fetes terse eta eI ae SP DISS S20 545 $2,198,5 
Long distance’ Service hei cee cones caciebem a oe ea xctlemcte Sit rok ben Ree ces ome WEE OE eens ea eae 3,184.7 2,886.9 2,594.1 
Directory advertising; and miscellaneouss—ane teat erciete tener eee en 794.6 627.2 498.0 
Total operating-reyenues «302: 2cavnheen « Ciomdeae rc ois, raya ene eie Otaeie eee ele eee tay 6,254.6 5,768.6 5,290,6 
Operating expenses s..s saccades: sei gice el eee oe Te Ee a eee ee 4,516.5 4,142.6 3,808.2 
Net revVEMUeS 2 eres betes ee PS ee ea re iB sal 1,626.0 1,482.4 
Other income 
Dividendssifomsparents compan ya (Oto >) meneretencr terete nearer eee ae ae eae era 10.7 18.6 Sie 
/MMOVEINEE NOC IWIN USE! CWIAINE COMMTMUGHON soococnxndcssopiarsodsuavononocce so upene 26.1 MV 20.5 
Miscellaneous; — net: sar, ommacs cols. sco ce ets sete eeeeee ce etal aes el ease oS Ee ee eee 42.8 21s 33.3 
Total ‘other income -s:iy So85. 4 cess seared as te eee eaten alee 1a ath. SRE ROC ee ee 79.6 60.8 85.1 
Intérestchargesic.ct cee .ctaee co tee eee area ets sic Tea ae eR Leen ae 430.9 422.9 402.3 
Unrealized toreignecurrencyslOSses:-cesrmeen rotaae ae foe ier eee ee ere ere Si 37.8 Alok 
Income before income taxes and extraordinary item .............. 00.0.0. e eee eee ee eee 1,349.1 22651 1,144.1 
Incomes taxes’ (mote 3) ee Mele ckcecee cers deestnn Oty wen SORTER re roe ee ee nae 665.2 574.0 517.4 
Income before extraordinary item Ssccieei oe Co a. COE eae ee 683.9 652.1 626.7 
Extraordinary item (notes4 ian cacaswa trees core mcrec crt otorete ee cart or RO cane ae eer oe renege ies) _— — 
Net: income: (note s)'9:) ep so oe sertie esas Wid atte ores eres oe ee TAL 652.1 626.7 
Dividendsionipreterredasharesieae terete ere tare ein crite rene ene 50.4 43.4 46.0 
Net income applicable to common shares ..............0..0 0.0 cece cece ee cee eee $ 660.8 $ 608.7 $ 580.7 


The important differences between Canadian and United States generally accepted accounting principles affecting the consolidated income 
statement are described and reconciled in note 15. 


BELL CANADA 


CONSOLIDATED BALANCE SHEET 


as at December 31 
(millions of dollars) 


Assets __ 1986 _ 1985 __ 
Current assets 
Cash and temporary cash investments — at cost (approximates market), including $151.9 ($0.3 — 1985) 
ee TMP ATMA COUP ANY, cariew mee aa Aa Sikes «at oto SG ee ee koe ase ih $ 152.6 $ 34.2 
Accounts receivable — principally from customers, including $6.4 ($5.7 — 1985) from parent, affiliated 
and associated companies, less $9.3 ($6.6 — 1985) for provision for uncollectibles (note 6)............ 927.0 780.5 
Re De DCTS CSE I 9 te Lah otanl MIEN 200 3 0d ono te Pace S soale ataoae 80.5 76.2 
DOES? 50s 26% acd Aer eA Doe er A RETR et 0 ee a tne oe ws ar ee ee ee 90.9 74.0 
1,251.0 964.9 
Investments 
Rea mC Ota AINE sat COSU (NOUS LE ALY atthe a «oR ee eee Cau scares ae RE Ra ea Gee es a kt 78.7 N37 
NSSOCIatedCOMmPanies ——rat equity (Mote 1.) | wack ahnckaaes fhos v cece ob date ea ae eee oe le Hie id wise yee Se 65.5 D525 


144.2 249.2 
Property, plant and equipment — at cost (note 5) 


STUUR, TEN ie WCU UN at ve or ih AR eee ee i a een e Maen A wee ae 15,442.6 14,826.6 
Wessew NCCU IMUlate dade preclationpr eee tc etn triers, acne san tone ch Ree Ne Roce eae acini sya 5,285.7 DHIS28 

10,156.9 9,693.8 
[LQUWVE! 2 srocars orlh.6..0°9 ae a DE MOL OR Aths HAG Ge RE ene ene et en eR ae Aes Se ee ee Se 87.7 87.7 
RiantennderecOnstructio numa mn.e eee keene = we coi AO Me ee Mei meen th ca ee 357.0 266.0 
INiatenialeandes ip plics memerepeiae mckeen tess lyre Oye State fey) te av ve PS SECA t MRT oe er RS OA ote oe Pe aR een 71.3 70.7 


10,672.9 10,118.2 
Other assets 


Boneuteninprecelvab lesa (mOteyG)) emma aac srt enc suet a enc ease ana Sei Sareea eR cee ea eat 269.4 205.4 
Deferredichargess—_ unrealizedsforeigni currency losses, less amortization. eee ee eee 295.3 347.2 
SAUNT tn Soca en tuce comet Meera Seas CMe POR a LANE Onl Croncta.a, cee omthned a eeaes Jaen anra 5 Se ee het 60.4 56.0 

625.1 608.6 

MOUAIEASSC LS Meter tenuate athe x ets nel Meehan. AR: A bs 9 o> eG NE NE Se Oe ARETE ML PRO eae eR ee $12,693.2 $11,940.9 


Liabilities and Shareholders’ Equity 
Current liabilities 
Accounts payable — including $118.1 ($195.9 — 1985) due to parent, affiliated and associated companies... . Sao: $ 604.9 


Advancedtbillin grande payin emtstarssjtunccs fcieters stators atoeiats eucecel te ol cece eee Uecepet yar serra eee Saeki 106.9 94.1 
Dividends payable — including $128.0 ($121.2 — 1985) due to parent company ....................... 12959 121.6 
PAX ESEAC CHIC Cater Se mwree cr Stith cielo a nrta suS ar ilove ein pelts wie eae ee oaks ay Pe ER Renn tieoe et Ry rc aA S29. 149.4 
Interesteaccrive dipewny eer werent keene tee os ck ital fe, erase lose Soha o Rate eRe PPR ERR RR ey Deeper aye "or cus ote ret eters INDY 108.3 
Debtadvemwithingonesvear. (Motes?) eeccgesrtre ce lcocis <aaces a eke eke ae One St Pe ceo Tra ne eh cet c ge 2OUES 23 ow) 
1,302.7 LSS 
Wongatenmydebbi(note cS) wre onesie ae waitin Gre. euchcr Srtans = ote omwtiog ios nae RR ce ROP RECS ene Caen ce imental ASI SHES 4,020.2 
Deferred credits 
IWSOLNIVS HBAS on 8 Bs puso Cle Cte Be eon ee RRO etre Mees coriata? ocaury ay SeMyod Ga Gd eat tee Saas suteed 1,624.4 sii 
OTe ree ae eee ee eee eee denies adecisi gy Marvy chiar cai ols iss: Svstealin als coy Dae NGe eae oerarer may ae me eare arin oe. arannay eet G ss L325 106.1 


US) 1,643.3 


Share capital authorized (note 9) 
Preferred shares (note 10) 


INon=convertiblen(redeemable yim... ew. nares cinestae fiero st aeicanea eace Mee eee EN TIE aI arty eters ct an 23S 89.1 
@onventiblemredeemable) aa ccemnein crac ocr cases oh ewecuserraeancne EARS 5b: Sncaccr ang, SPOS RA mee Ee DS) 263.9 
OUHETeCSE TILES ION ye ce teeciccs oo hese etre eS Seater le Brest Sis yeas lis eee, Ol RUDRA Poe uaa pee owed Ie Aen ee ra 125.0 125.0 


618.4 478.0 


Common shareholders’ equity 


Statedicapital-of.conimonshares: (noteill). 22. ieas see 2G 6y. 4 oe omens eee ae cv oeyana taal ade. lad wi 2,017.4 1,861.4 
Premimnnonshare capital (note Lb) ait.0.0% 1.0gas = + 0 es Vm nel alee ene na nae es Syerokee oa essere aes 1,033.5 1,033.5 
Rotated Cannings esta Fae oe ache cre arn ctath o nie-d scent w +, duct ah, tO Rea ene RD ee orn rented eee oe = oP 1,766.0 1,587.0 


4,816.9 4,481.9 


Commitments and contingent liabilities (notes 5 and 19) 
otalsliabilivessandushareholdersmequit ye aan eeertet ac ele cie tet tether reer D8 2s OTN OS SURE, ICIS ae CE $12,693.2 $11,940.9 


R. A. HAMILTON HARDING, Vice-President and Comptroller 
On behalf of the Board of Directors: 


J. H. Moore, Director P.-G. TREMBLAY, Director 


BELL CANADA 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


for the years ended December 31 


Balance:at: beginning Of* year ic.sfrann cee. Cro epee He chen, entices 3 ees eRe eee) ieee eee 


INEM UNONNE 6 cco Goo ok 


Deduct: 
Dividends 


Preferred shares .. 
Common shares . . 


EXPensesyof issuUcsnOlsSh ane Capital ier piece yer rer emet te eyelet ern arene 


Balance at end of year 


1986 


$1,587.0 
711.2 


2,298.2 


50.4 
480.0 


530.4 
1.8 
Sy 
$1,766.0 


(millions of dollars) 


1985 1984 
$1,429.3 $1,280.8 
652.1 626.7 
2,081.4 1,907.5 
43.4 46.0 
450.3 432.2 
493.7 478.2 
all _ 
494.4 478.2 
$1,587.0 $1,429.3 


BELL CANADA 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


for the years ended December 31 


(millions of dollars) 


1986 1985 1984 
Cash provided from (used for) operating activities 
ITXCORNS: ORS OAT APT « soar bocllon s ohoo eae ew erm eeaddbosbe sobs aaewade $ 683.9 S 525i $ 626.7 
Items not affecting cash 
DE PTC CLALLON Wr wee PICU NG. ea EAMG Picel meee tt afcunvec ade Sah chcta Gites Oars Re ne a 972.4 950.4 879.5 
Weferredgincomestaxcs mew. aMevaNet | Sere ccse rae SAN tee: LES cee ee my Pena Ts 63.7 58.7 83.3 
Allowances tomlundsiusediduringsconstrictionma amet eee eee eeenetene etre (26.1) (21.1) (20.5) 
Mascellancousterin cite scott Mtoe tar irae ee oes etna RO aL a ee 33.9 51.8 (9.3) 
Chansesmnawonkingecapitalia (notes) Werenaew err terete ine eee ie eee (150.6) 6.7 (55.1) 
COUN MTN <eiss. S'S BG Gio Se He oo I CRS ee thy TCE roe N tn RO Aree 2) pets 107.0 IAB pee 
$ 1,684.2 $ 1,710.8 Sl 25ul 
Cash provided from (used for) financing activities 
Increase (decrease) in notes payable, bank advances and term bank loan.............. $ 112.4 $y 16933) $ 34.1 
Brocccdssiromaloncatenmyde btm warrant enieeey esr ae rn os os -Lors crete lemrer rarer ice 318.1 245.5 246.4 
IISSUCROImprete meas hale Samy wnt te wt ft cteg Ronde cee hes hacer, eet stoma oa eae Ree cane ree uae 148.2 124.3 == 
ISSWCMOMECOMIMOMES ALCS aetr eI ene aR eh cosh cee ae Ses se cdl MNO OE emt re 150.0 — — 
enavine nioim ongatenmnudeb twas aa rite ran cine aie icrsi enn caer aera eee (323;3) (264.8) (143.1) 
IMISCelLANCOUSHE NR oe ete Mic cra Meaeter te ewes Mie fecan loupe sk oe eepperiie cathe, Gabeces 1.9 i) (4.1) 
$ 407.3 $ 46.2 Sils3:3 
Cash provided from (used for) capital expenditures and 
investing activities 
CESSATION CO Sie oe $(1,632.3) $(1,409.8) $(1,185.8) 
Rroceedspirombmthessalesofeaabuil dimou traaei ny orev ries ener oein tenet ee tea — 85.5 — 
Proceeds from redemption of investment in the parent company ..................... 75.0 150.0 75.0 
Proceeds from the sale of a subsidiary (including working capital deficiency 
disposedpote SO esi (MOtEsA)\ tate cree erect onc Pere oa wre yo tre ie reece ec oe aon cea 187.3 — — 
Acquisition (less working capital of $13.9 acquired in 1986 and $27.0 in 1985)......... CT) (61.7) (6.7) 
Increasesinplongatermpreceivables seta se icau. ies aot ne aro ised et eean ener mererc ren rate (66.1) (73.6) (77.4) 
MSc lane OuSs erste e Wear sind SAR J cite taci cee a Aimy cee Mclaren eee et ces Oeste al 1.6 Sie) 
$(1,442.7) $ (1,308.0) $(1,191.2) 
Divadendsideclaredmyeetee sete nev tee sos cress saue S aD Sic vai tye ae eaten teagan ee $ (530.4) $ (493.7) $ (478.2) 
Cash and temporary cash investments 
Ineneases (decrease) during athe: Veal mercmpene cea cesri-7 3 Sedalia wena ee ener ear $ 118.4 $ (44.7) A @ WO) 
IN: SA ONERO UM poco 5 ooops 6 oa OOM ES On eO Goo dbo NMDEE UDO G ooHOMooDAbOONe 34.2 78.9 89.9 
INCE ONGLIS Goo N © SRR BSE AE, cee ice RR ac NL RCA EES Cae coo 2 nc Qin oman $1526 $ 34.2 Sa So 


BELL CANADA 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Significant accounting policies 


The financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles and all figures are in Canadian dollars. These statements conform in all material respects with 
International Accounting Standards. Certain 1985 and 1984 figures have been reclassified to conform with 
the 1986 presentation. 


With respect to the consolidated financial statements of Bell Canada, the important differences between 
Canadian and United States generally accepted accounting principles are described and reconciled in 
note 15. 


Bell Canada operates in a single industry segment which is telecommunications services. These services are 
provided principally in the provinces of Ontario and Québec and in the Northwest Territories. Bell Canada 
is subject to regulation, including examination of its accounting practices, by the Canadian Radio- 
television and Telecommunications Commission. As used herein “Corporation” means Bell Canada and 
its subsidiaries. 


Consolidation 

The consolidated financial statements include the accounts of all majority-owned subsidiaries, either direct or 
indirect, including the results of Bell Canada Management Corporation (““BCMC’”’) and its subsidiary and 
associated companies up to December 31, 1986 at which date BCMC was sold to the parent company, 
Bell Canada Enterprises Inc. (“BCE”). 


At December 31, 1986, the principal subsidiary of Bell Canada was Tele-Direct (Publications) Inc. Bell 
Communications Systems Inc. (“BCSI”), a wholly-owned subsidiary acquired in the fourth quarter of 
1986 from BCE, was amalgamated with Bell Canada effective January 1, 1987. 


The principal associated companies (defined as 20 per cent to SO per cent owned) of Bell Canada at 
December 31, 1986 were Telesat Canada and Bell-Northern Research Ltd. Investments in associated 
companies are accounted for by the equity method. 


Depreciation 
Depreciation is computed on the straight line method using rates based on the estimated useful lives of the 
assets. 


When depreciable telecommunications property is retired, the amount at which it has been carried is charged 
to accumulated depreciation. 


Research and development 
All research and development costs incurred were charged to income. 


Translation of foreign currencies 

Current assets (excluding prepaid expenses), current liabilities and long term monetary assets and liabilities are 
translated at the rates in effect at the balance sheet date, whereas other assets and other liabilities are 
translated at rates prevailing at the respective transaction dates. Revenues and expenses are translated at 
average rates prevailing during the year except for depreciation and amortization which are translated at 
exchange rates prevailing when the related assets were acquired. Currency gains and losses are reflected in 
net income of the year except for unrealized foreign currency gains and losses on long term monetary 
assets and liabilities which are reported as deferred charges and amortized over the remaining lives of the 
related items on a straight line basis. | 
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Significant accounting policies(continued) 


Leases 

Where the Corporation is the lessor, rental revenue from operating leases is recognized as service is provided to 
customers. For leases which qualify as sales-type leases, the sales revenue is recognized at the inception of 
the lease at the equivalent tariff rate. 


Where the Corporation is the lessee, assets recorded under capital leases are amortized on a straight line 
method using rates based on the estimated useful life of the asset or based on the lease term, as 
appropriate. Obligations recorded under capital leases are reduced by rental payments net of imputed 
interest. 


Allowance for funds used during construction 

Bell Canada’s regulator requires it to provide for a return on total capital invested in new telephone plant while 
under construction by including an allowance for funds used during construction as an item of income 
during the construction period and also as an addition to the cost of the plant constructed. Such income is 
not realized in cash currently but will be realized over the service life of the plant. 


Income taxes 

The Corporation uses the tax allocation basis of accounting for income taxes. The Corporation provides for 
income taxes based on accounting income for tax purposes included in the financial statements, regardless 
of when such income is subject to taxes under the tax laws. 


Investment in the parent company 


Bell Canada has an investment in the Second Preferred Shares, Series One of BCE which, under applicable 
corporate legislation, are required to be disposed of by Bell Canada or redeemed by BCE within five years 
of April 28, 1983. These shares, issued at $100 per share, have an annual dividend rate of $9 per share. Of 
the total initial investment of $478.7 million, $400 million of these Second Preferred Shares, Series One 
had been redeemed as at December 31, 1986 ($325 as at December 31, 1985). 


Income taxes 


A reconciliation of the statutory income tax rate to the effective income tax rate is as follows: 


Year ended December 31 
1986 1985 1984 


Statutory income tax Tate 22.6... ok anion. anne eee ee eens wae are: 49.8% 48.5% 47.6% 
(i) Income from investment in parent and associated companies 
includediinencet Incomes amas Te eee eee ee (E5)) (.9) (GET) 
(ii) Allowance for funds used during construction, 
netsol applicablerdepreciationsadjustments eres ener tree (.3) (1) (.2) 
(iii) Tax incentives on research and development expenditures........... (1.0) (1.1) (1.1) 
(iv) Amortization of unrealized foreign currency losses ................. 8 ot 4 
(GyygOtheree so eens ea Pee he ee eee pes rey 'S (3) 2 
Effectivesincomestaxcrate.saavacss canoe ectys.ceun us can eee Recents eee ey 49.3% 46.8% 45.2% 


Details of the Corporation’s income taxes are as follows: 


(millions of dollars) 
Year ended December 31 


1986 1985 1984 

Income taxes 
GUInre Ts (FR ee oer tie eee en Dg a ee $601.5 $515.3 $434.1 
Deferredeeieis eer ok ets a ee Ee eee or ees 63.7 58.7 83.3 
ST OLAIBIN CONTE: TAXES teste tears me ke RO eR re ee ee rate $665.2 $574.0 $517.4 


The deferred income taxes result principally from deductions for tax purposes, in respect of plant, in excess of 
amounts currently charged to operations. 
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Extraordinary item 

A gain of $27.3 million (proceeds of $159.8 million less net book value of $132.5 million) resulted from the sale 
of BCMC to BCE, the parent company of Bell Canada. 

Lease obligations 


Property, plant and equipment includes property recorded under capital leases net of accumulated depreciation 
in the amount of $23.1 million as at December 31, 1986 ($24.9 — 1985). 


The future minimum lease payments under capital and operating leases that have initial non-cancellable lease 
terms in excess of one year as of December 31, 1986 were as follows: 


(millions of dollars) 


Capital leases Operating leases 
JES) enn See ri, SE tens cons ore cla cediiorces  o/Fclo Gob oems Os Gre b Gov on $ 8.4 S$ 72 
Il eee ete enn en ee ne lS eat eaa'ak Oto Aso On Colas Sobor e oe OO Tell 55-5) 
LS) Reena ee eR ra etx ests Sota IOS Met Smear Sm 8. lasts ic dr omeneierene dicta geo mass 9.8 38.2 
TOO OW iccass apts cates (eval ceed DEBS ao oath ee Ue Sreatice oeae FO, e eae Rea geeecee 5.1 18.7 
16) Gene yoann ten erie ina Se wh omen OE Cian har cd content tan, Gt Pee te 5.0 14.2 
Thereafiten:s, stvcsior: Sisagecs, aes eis ohare eodeek oe als DE OE ee eee ee D3 18.9 
otalsiuturesmininumpleasepaviine nts: ewmeee trey tenement steerer tenth ae teeter tee eet eee 3 $222.7 
[sess sEstimatedsexecutonvacOStsmame aera eee rot a eters errno ae po eee naa 
INetsminimumpleasespay ments: eee eer ee ere een ener itr: 32.0 
Less? Imputed: interestacerac. eta Ae een ee Eee eee se eee eee 10.0 
Presentavalue of meteminimum leases payments mrecenrare tere terre eee are e nee ee $22.0 


Rental expense applicable to all operating leases for the year 1986 was $128.6 million ($107.2 — 1985, 
$108.1 — 1984). 


Lease receivables 


The net receivables from equipment contracts considered as sales-type leases comprise both long term 
receivables of $269.4 million ($205.4 — 1985) and current receivables of $69.1 million ($54.6 — 1985) 
included in current assets. 


At December 31, 1986 the amounts of sales-type leases receivable by the Corporation were as follows: 


(millions of dollars) 


LOS se scans Ses ape atoteernaacrate Shenoy WOR e neaiec ay tata RSS et oa cco MES eee ne $112.3 
VOB BS se csccadc uatigne areca haehameni ated eccieut bo sr oohecSy fom REN Rese COPE ay eR aD are 102.6 
VO BD cca eas ee Suche ole ase Re reac te Poe coo ec eo NG STO oes hae os te nea EE ace ne eee ee 87.1 
Ne): | Oa a atari ONS «rue Om eee Seen S MMN ined Fe 5 CA 8 Ue a SENG ata c Booty Si OBI 4 (2a 
F99 ss, Zoe sak seer dts oh eine ee ere etbscrohcfecter BP IE Svan ees Sed ares Ere ees Sa ee oe 51.5 
Phereatter cgi a, see ee scree Paes che eat Oe aE TRIE oc Te Bye 

463.9 
Less: Unearned in Cone tery gar sn ecto anes Taek er eee 125.4 
Total neét:recéivables:.o. = sci certrt te cosivcaee: tro ncaa ae a ne ns $338.5 


In 1986, operating revenues include $50.2 million of finance income related to these contracts ($35.9 — 1985, 
$21.1 — 1984). 


Debt due within one year 


At December 31, 1986, debt due within one year comprised $45.7 million ($185.8 — 1985) of current portion 
of long term debt, $23.6 million ($43.8 — 1985) of notes payable, $138.0 million (nil — 1985) of term 
bank loan and nil ($9.6 — 1985) of bank advances. 


Long term debt 


Bell Canada’s long term debt consists of the following: 


(millions of dollars) 


Total outstanding 
December 31 


1986 1985 
Rate of interest 4.80-77443% 8-978% 10-12%4% 13%4-16% 
First mortgage bonds 
Beal OS SGreeresee.. onic melee heat sae a $ = $ — $ — $ — Ssi70 
LO SipPerpeetnrs)eccod-5 hoe eye aces (tli chicane es 35.0 2.0 — = 37.0 37.0 
OS Siegen Stet ore eat ec hel, OF aes, 119.0 2.0 — = 121.0 121.9 
NS Sat Peers Mere ee ne cp ee ow ent on a 69.0 NES — — 80.5 81.4 
OO Oem e me eeen ee cn dee ny, eae 30.0 52.6 = = 82.6 82.6 
POO INS eae cesta Wa a 56.5 2.0 — — 58.5 58.5 
199222 OOM ae ee Ae ec Sa or er ete 431.6 604.6 71.0 — [Ome 1,113.4 
AV OPO peal GAA Le ae Je See iP ees edt BEES = = 64.9 65.7 
US2DL 728.5 71.0 — I sSSull a! 1,597.5 
Debentures and notes 
Dea O SOM ene ete et eee are tents, eae — — = — — 143.9 
I Sc fie Mere een ee PMS eA, di SR ee 3.4 = = — 3.4 142.5 
[ESTs oy Si Ges Ae Renn enon nea eee 3.4 — — — 3.4 DS 
JIOXSS) 8s, ch Bes cea vices ne ee ane 3.4 — — 100.0 103.4 102.7 
TOTO ks cok es 8 Wn a a eet ee a 3.4 — 220 = D4 24.7 
JON a ee 4 2 ee AA ee ee Re eel 3.4 — 50.0 207.1 260.5 223 
ROOD=2 OO ie ase ake ree ces) ec ey ves 68.7 — 125.0 125.0 318.7 304.5 
DOWO2- 201 Omar ee ote aes vies ae — WW 425.0 276.1 1,878.3 GNSS) 
85.7 alee) 622.0 708.2 2,593.1 2,546.8 
Obligationssundericapitaldleaseskeies.team esr sc 14 cleo se Seka iets Se ee Cr Cae ere yan 22.0 24.2 
Othe ree ee ea Hn Rare Ane ee Fee, Bes 8 ee Ae Ae Meet a eae Sei toed so, Seo ee 3862 eB 
SUDStO tall eee reece toe R ork eet ie Ow RR Apt ae nt aR A Se Id oe 4,203.0 4,206.0 
Bessand wenwithineonex vealed qeistsee a cscs 61 oeicWived: © acne aschcua ph be eee ere eh eye a tech an oath open 45.7 185.8 
FALE lo yin it nl pe cot A Oe cnc eT EO a Is OWED SER Sl) SG os ee eee Ne a ee eR $4,157.3 $4,020.2 


The first mortgage bonds of Bell Canada are secured by a first mortgage and a floating charge. First mortgage 
bonds include U.S. $518 million maturing from 1988 to 2004. Debentures and notes include 
U.S. $750 million maturing from 1991 to 2010 and 100 million Swiss Francs maturing in 1993. Other 
includes U.S. $24.9 million for a mortgage due in installments to 1995. 


On August 26, 1986, Bell Canada issued 125,000 Series DT Debenture Purchase Warrants along with the issue 
of Debentures Series DS. Each warrant entitles the bearer to purchase at par from Bell Canada on or 
before September 1, 1987, $1,000 principal amount of 9.65% Debentures, Series DT, Due 2009. As of 
December 31, 1986, none had been exercised. 


At December 31, 1986, the estimated amounts of long term debt payable by the Corporation in the years 1987 
to 1991 are $45.7, $129.8, $193.2, $113.4 and $324.8 million, respectively. 


Share capital authorized 


The articles of incorporation of Bell Canada, as amended in 1985, provide that its authorized share capital, 
subject to a limit of $5,000,000,000 on the aggregate amount of its stated capital accounts, shall be divided 
into common shares and Class A preferred shares issuable in series, all without nominal or par value. The 
articles authorize the directors of Bell Canada to fix the number of preferred shares of each series to be 
issued, and the respective attaching conditions prior to their issue. 


13 


10. Preferred shares 


Except for series 6 and 8, all outstanding Bell Canada preferred shares are owned by BCE. 


(dollars in millions) 


Outstanding Outstanding 
December 31, 1986 December 31, 1985 
Number of Stated Number of Stated 
shares capital shares capital 
Class A preferred shares 
Non-convertible preferred shares — 
GODS Shares? Series lie eerie seein ea eS 1,037,000 $ 31.1 1,088,000 $ 32.6 
S180: Shares: “Series: lace or eee ong oot oc ance eee ee 2,721,300 54.4 2,826,300 56.5 
SIEOATShaneswseniesiom (ne tracta Dc) yarns ts sitter enter ae aee 6,000,000 150.0 — —_ 
235 89.1 
Convertible preferred shares — 
SOG shares: Series? 3 etna ae secs aT eee ee 233,526 5.8 273,069 6.9 
SoiOSushares, “Settes!4 a s,..< ows eee ee ne eee 793,075 15.9 1,041,286 20.8 
SOVIOPSharesc¢SerieS’ Seen toys eee ce eo eae ee 11,810,400 236.2 11,810,400 236.2 
257.9 263.9 
Other preferred shares — 
SOROS 16s ee Tt ae 250 125.0 250 125.0 
Aggregate stated capital of outstanding preferred shares ....... $618.4 $478.0 


During the three year period ended December 31, 1986, Bell Canada issued, for cash, 250 Class A preferred 
shares, series 6 on December 10, 1985, and 6,000,000 Class A preferred shares, series 8 on November 13, 


1986. 


Following is a brief summary of the material characteristics of the preferred shares: 


Redeemable at Bell Canada’s option 


Class A preferred shares (a) 


Series | — Currently at $31.50 per share to Oct. 1, 1988 and at 
reducing amounts thereafter to $30 after Oct. 1, 
2003. 


Series 2 — Currently at $21.20 per share to Oct. 2, 1991 and at 
reducing amounts thereafter to $20 after Oct. 2, 
2006. 


Series 3 — Currently at $26 per share (b) to May 1, 1987 and at 


reducing amounts thereafter to $25 after May 1, 
1990. 


Series 4 — Currently at $21.50 per share (b) to Apr. 15, 1987 
and at reducing amounts thereafter to $20 after 
Apr. 15,1992: 


Series 5 — On Mar. 15, 1988 at $21.20 per share to Mar. 15, 
1989 and at reducing amounts thereafter to $20 after 
Mar. 15, 1992. 


Series 6 — On the business day following any auction date at 
$500,000 per share. (c) 


Series 8 — On Dec. 1, 1996 at $26 per share to Dec. 1, 1997 and 


at reducing amounts thereafter to $25 after Dec. 1, 
2000. (d) 
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Conversion basis 


Non-convertible 


Non-convertible 


1 preferred for 
1.213 common to 
May 1, 1990 


1 preferred for 
1 common to 
Apr. 15, 1992 


1 preferred for 
1 common to 
Mar. 15, 1992 


(c) 


Non-convertible 


Number of shares 
conyerted at 
December 31, 1986 


6,766,474 


9,206,925 


2,100 


10. Preferred shares (continued) 


(a) Class A preferred shares are non-voting and the holders of Class A_ preferred shares series 1 to 5 and 
series 8 are entitled to cumulative dividends at the respective rates set out in the designation of each 
series. 


(b) In addition, since fewer than 1,050,000 preferred shares series 3 and fewer than 1,500,000 preferred shares 
series 4 remain outstanding, Bell Canada may also redeem all, but not part, of such shares at $25 and 
$20 per share respectively, at any time. 


(c) The dividend rates per annum on the series 6 preferred shares are determined by monthly auctions held on 
the business day preceding the commencement of each dividend period, and are subject to a 
maximum of 65 per cent and to a minimum of 50 per cent of the average of the prime commercial 
lending rates of interest announced during the month by two specified Canadian chartered banks 
(“Prime Rate”). The dividend rate in effect on December 31, 1986 was 5.85 per cent. 


In the event that three consecutive auctions have resulted in the application of the maximum current 
dividend rate as a result of there not being sufficient clearing bids, then each preferred share series 6 
shall be converted into and shall become 5,000 Cumulative Redeemable Price Adjusted Floating 
Rate Class A preferred shares series 7 having a stated value of $100 per share, the conditions of which 
were authorized by the Board of Directors of Bell Canada on November 27, 1985. 


Potential holders of preferred shares series 7 would be entitled to cumulative monthly dividends. The rates 
per annum would be determined monthly, and generally based on 65 per cent of the Prime Rate, 
subject to a further adjustment based on trading values of these shares during the month. The 
preferred shares series 7 would be non-convertible and redeemable at Bell Canada’s option from time 
to time at $101 per share. 


(d) The series 8 preferred shares are retractable at the option of the holder on December 1, 2001, at a price of 
$25 per share. 


Except for series 6, 7 and 8, all preferred share issues are subject to purchase fund requirements and, taking 
into account purchases to December 31, 1986, the maximum aggregate stated capital of shares that Bell 
Canada may be required to purchase, if available pursuant to the terms of the purchase funds, in the years 
1987 to 1991 are $11.7, $13.6, $9.5, $3.6 and $3.6 million, respectively. 


The convertible preferred shares are in aggregate convertible into 12,886,742 common shares as at 
December 31, 1986. The decreases in the convertible preferred shares in 1986 resulted from the conversion 
of preferred shares to common shares. The decreases in the non-convertible preferred shares during the 
same period were due to purchases for cancellation to meet purchase fund requirements. 


11. Common shares 


All outstanding common shares of Bell Canada are owned by BCE. 


(dollars in millions) 


_December 31, 1936_ _ December 31, 1985 _ 

Number of Stated Number of Stated 

shares capital shares capital 

OTUSICT ACNE S aes eee Rast 4 IMT Men IPT Cane ere mane CR ease atc: 00 og) ta eons 204,967,839 $2,017.4 198,060,822 $1,861.4 


The number of common shares issued during the last three years are as follows: 


1986 1985 1984 
EOC AS en eae nae oo on ec SSIS ch ass ee ae fe oe 6,610,841 — = 
pont conversion oliptelerred’ shares\ai ner oak oo 22: oo oe ie ene ree 296,176 966,780 2,214,489 


6,907,017 966,780 2,214,489 


Premium on share capital represents the consideration received in excess of the then par value of common 
shares issued before the Corporation was continued under the Canada Business Corporations Act on 


April 21, 1982. 
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12. Unused bank lines of credit 


At December 31, 1986, unused bank lines of credit, generally available at the banks’ prime rate of interest, 
amounted to approximately $283.0 million. 


13. Changes in working capital 


Cash provided from (used for) changes in other working capital components: 


(millions of dollars) 
Year ended December 31 


1986 1985 1984 

(Increase) decrease in current assets: 

AGCounts receivable acc: etter cr ctsg eect pee eas Ene ay area $(146.5) $ (56.1) $ (86.2) 

Prepaldiexpensesiun a. patess career ema er oe a A eee renee (4.3) (22) (4.0) 

Otten acres chlo Fee een Rhee Se See I Te ne ee (16.9) (45.6) 525) 
Increase (decrease) in current liabilities: 

Accounts: payables ©:. & sceaec ced cxcemtn orceaievecctewenc Wer oe on (39.1) 76.0 (10.6) 

Advanced billingsandspayimentSieperaee erie aaire ee ee 12.8 91 28) 

Dividendsipay ables sex vcan setae mccstevo rss ss cree ae cies settene area ce ar aR 8.3 39) 4.2 

Taxes: accrued fre cre $0 nett teu eee Re Eee ee 30.5 26.5 27.6 

Tnnterestsaccriled Sem uci snetieia ey eRe te eon oe ern 46 Sul 6.1 
(Increase) decrease in other working capital components....................+-.0-- $(150.6) Sen On $ (55.1) 


14. Quarterly financial data 


Summarized consolidated quarterly financial data are as follows: 


(millions of dollars) 
Three months ended 


Mar. 31 June 30 Sept. 30 Dec. 31 
1986 
Opetating TévenUesss seek er ee eee $1,474.1 $1,559.7 $1,575.6 $1,645.2 
NEE FEVER WES acs Gy tae ea ee 425.5 442.5 449.8 420.3 
Income before tex traondinainyei tein ieee eee ee 168.6 170.1 183.3 161.9 
NEtiincOme sd is tee aeres aerae ne ee Eee ern ec ene ree ean 168.6 170.1 183.3 189.2 
Netincome applicablestorcommontsharesi eet eee 156.2 157.6 171.3 Seal 
1985 
Operating revenuesow ce ene eee ee $1,383.9 $1,432.1 $1,456.5 $1,496.1 
NGETEVenUES: 450. a eyce ne eye tere et nt a ee 407.7 416.4 427.2 374.7 
Nt income - 5 Seca ayn re ee ee 171.0 166.9 164.6 149.6 
Net income applicable to common shares ................--+4.0- 160.0 156.2 15329 138.6 
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15. Reconciliation of results reported in accordance with Generally Accepted Accounting Principles 
(“GAAP”) in Canada with United States GAAP 


The accompanying financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles. The important differences between Canadian and United States generally accepted 
accounting principles affecting the consolidated financial statements of Bell Canada are reconciled as 


follows: 
(millions of dollars) 
Three months ended 
Mar. 31 June 30 Sept. 30 Dec. 31 
1986 
Income before extraordinary item, as reported ..................... $168.6 $170.1 $183.3 $161.9 
Adjustments 
ROrelenkex chan cei(a)) inc mere tea ee tee OAs oe AK ees Bs ee TS 19.6 (GP 123 
| SSRRVONMUTENANY Mt (ID)'o.c od ov nusodonsoooneaowestoose sa babeuune — — — Dies, 
Income before extraordinary item — U.S. GAAP .................. $176.1 $189.7 $182.6 $201.5 
INCUSINCOM er WES ai GAAP. a caer far et eee ue cco aden eeene ie nae $176.1 $189.7 $182.6 $201.5 
1985 
INCtINnCOMemasure DOnte Creer maiceierasnecinls oe Peskeranl so act ts cee $171.0 $166.9 $164.6 $149.6 
Boreisniexchanserad|ustmients((a)) esammmeer teenies i ees ne ae (45.6) 15.6 (13.4) (@52)) 
ING PNG One ta SEGA Bir Peel ihc oa ders < oo means Ae, eRe $125.4 $182.5 $151.2 $124.4 
Year ended December 31 
1986 1985 1984 
Iincomesbelore extraordinakysitem)asure POnted aerate eee ener ee ee $683.9 $652.1 $626.7 
Adjustments 
Borerongex chan sem (aim eieeaiiee Reis feo cstas cys Cicada Soh, Sere te ee INC oe eer Pann cece 38.7 (68.6) (@7e3) 
Extraondinanymitemme (bia rsmts cect aie: case Be iatetiaineeucns ae sured Sone penetrate ons DES, _ — 
oon lxsonrs Gramexonchineiay iol = WES, (GV Basco ooukoesurcacsconeuseuadsonououuae $749.9 $583.5 $555.4 
ING Gein COMe kt CES GAA Dummer aetna eee aiden trai fern eeepc Pare ee eee etacis Easror eer $749.9 $583.5(c) $555.4(c) 


(a) The difference arises from the method of accounting, under Canadian GAAP, for unrealized foreign currency gains and losses on long 
term debt and under United States Financial Accounting Standards Board’s Statement No. 52 — Foreign Currency Translation. 


(b) The extraordinary item, as described in note 4, does not meet the criteria of extraordinary items under United States practice; 
consequently this item would be considered in determining income before extraordinary item under U.S. GAAP. 


(c) If early retirement incentive plans in 1985 and 1984 had been treated in accordance with the United States Financial Accounting 
Standards Board’s Statement No. 74 — Accounting for Special Termination Benefits paid to Employees, net income for these years 
would have decreased by $28.6 million and $30.3 million, respectively. 


16. Supplementary income statement information 


(dollars in millions) 
Year ended December 31 


1986 1985 1984 


Operating expenses include: 
Depreciation expense, including amortization of property held under capital leases...... $972.4 $950.4 $879.5 
Depreciation — percentage of average depreciable property, plant and equipment ...... 6.36% 6.63% 6.52% 
Maintenance and repairs ........... 1. . eevee e eee $935.5 $883.9 $786.9 
Taxes other than payroll and income taxes 
Propertyamad: OusiNessm ee ou © A irsrecas 5-5. 19 pm ohe cou eam eenan Saupen ORs soceatn cleveis «osc 5 $ 57.0 8 S52 $ 54.8 
GSS TACOS « cece cng bic dose Aopseberoooempr gy dows conoD OO OS Sta 227.8 D523 201.3 
MisCellancouswac te se tytn cc Saeco aa cee sae ato ey eee ne cure eens eee creer 36.8 35.3 30.4 
TROY aoe eeke 5 Re es eto OS a a ot a RIT ons otic are Shoat, Sa Sea act eae Rona $321.6 $305.8 $286.5 
ResearchranduGevelopment EXpenses. 2... .¢s.. > aN neem meebo sedan aa aye 6 ace aru $128.9 $120.1 $111.4 


17. Related party transactions 


18. 


19: 


During the year, the Corporation purchased equipment and related supplies from Northern Telecom Limited 
(“NTL”) totalling $1,147.0 million ($989.4 — 1985, $763.9 — 1984), purchased printing services from 
BCE PubliTech Inc. totalling $58.1 million ($50.8 — 1985, $45.6 — 1984), and expensed $47.1 million 
($49.3 — 1985, $52.2 — 1984) on research and development from Bell-Northern Research Ltd. These 
companies are subsidiaries of the parent company of Bell Canada. 


In 1985, BCMC acquired all the outstanding securities of Bell Data Systems Inc. from NTL for a cash 
consideration of approximately $50 million; on December 31, 1986 Bell Canada sold its investment in 
BCMC to BCE (see note 4). On October 1, 1986, Bell Canada acquired from BCE its investment in 
BCSI for a cash consideration of approximately $22 million. 


Pensions 


The Corporation has non-contributory defined benefit plans which provide for service pensions based on length 
of service and rates of pay for substantially all its employees. 


The policy is to fund pension costs through contributions based on actuarial cost methods as permitted by 
pension regulatory bodies. Such costs are funded as accrued and reflect actuarial assumptions regarding 
salary projection and future service benefits. The provision for pension costs was $184.0 million for the 
year ended December 31, 1986 ($195.5 — 1985, $194.9 — 1984). 


In compliance with the United States Financial Accounting Standards Board’s Statement No. 36, the 
disclosure of the following information is required to exclude actuarial assumptions regarding salary 
projection and future service benefits. A comparison of accumulated plan benefits and plan net assets is 
provided as follows: 


(millions of dollars) 


December 31 December 31 
1985 1984 
Actuarial present value of accumulated plan benefits 
Aer C1 en ce ire iene pete Me RP RRO RR NRE A nants Nac csicinty: O proceso ot $2,304.9 $2,088.7 
Non-=vested e427 eer care ae Peete eaten a eee ee 426.0 393.9 
$2,730.9 $2,482.6 
Net assetsiavailablefombenefitsi—_atumanket. value =e Seer een nee $4.215.0 $3,287.3 


The weighted average assumed rate of return used in determining the actuarial present value of accumulated 
plan benefits was 7 per cent for both 1985 and 1984. 


In addition to pension benefits, the Corporation provides certain health care and life insurance benefits for 
retired employees. The costs of such benefits, excluding life insurance, are paid out of current income, as 
benefits are received, and in 1986 amounted to $9.7 million ($8.7 — 1985, $6.7 — 1984). Life insurance 
for retired employees is fully funded during their working lives. 


Regulatory decision 


On October 14, 1986, the Canadian Radio-television and Telecommunications Commission (‘““CRTC’’) 
rendered its decision on Bell Canada’s revenue requirements for 1987, 1986 and 1985. The CRTC decision 
established rates of return on common equity which are to be applied retroactively for 1986 and 1985. The 
CRTC decision also directed that certain items which had been expensed in the periods since January 1, 
1985 should be capitalized; as a result, operating expenses would have been reduced by approximately 
$60 million and $5 million for 1986 and 1985 respectively. Taking into account these determinations, the 
CRTC concluded that Bell Canada had earned excess revenues of $143 million and $63 million for 1986 
and 1985, respectively and directed Bell Canada to provide most of its subscribers with a one-time credit 
totalling $206 million by January 31, 1987. Bell Canada has commenced appeal proceedings before the 
Federal Court of Appeal regarding that part of the CRTC decision which directed Bell Canada to provide 
the one-time credit to its subscribers, and the Court granted a stay of execution permitting Bell Canada to 
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19. 


20. 


Regulatory decision (continued) 


withhold payment of the credit until the appeal has been decided. Management, supported by the opinion 
of legal counsel, believes that Bell Canada’s appeal is likely to be successful. 


The effect of the decision, as set out in this note, which has not been reflected in the financial statements for 
the years ended December 31, 1986 and 1985, would be to reduce net income by approximately 
$71 million after taking into account the tax effects, of which $42 million relates to 1986 (1st quarter 
$15 million; 2nd quarter $6 million; 3rd quarter $10 million; and 4th quarter $11 million) and $29 million 
to 1985 (1st quarter $11 million; 2nd quarter $10 million; 3rd quarter $7 million; and 4th quarter 
$1 million). 


Subsequent event 


On February 5, 1987 Bell Canada entered into an agreement for a public issue in Canada of $125 million of 
9.45% Debentures, Series DU, Due 2011. This issue is expected to be completed on March 5, 1987. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS 
OF OPERATIONS AND FINANCIAL CONDITION 


On October 14, 1986, the Canadian Radio-television and Telecommunications Commission (“CRTC”) rendered 
its decision on Bell Canada’s revenue requirements for 1987, 1986 and 1985. The CRTC concluded that Bell 
Canada had earned excess revenues in 1986 and 1985; and directed Bell Canada to provide most of its 
subscribers with a one-time credit totalling $206 million by January 31, 1987 (see note 19, “Regulatory 
decision” of Notes to Consolidated Financial Statements). Bell Canada has commenced appeal proceedings 
before the Federal Court of Appeal regarding that part of the CRTC decision which directed Bell Canada to 
provide the one-time credit to its subscribers, and the Court granted a stay of execution permitting Bell Canada 
to withhold payment of the credit until the appeal has been decided. 


The effect of the decision (as set out in note 19, referred to above) which has not been reflected in the financial 
statements for the years ended December 31, 1986 and 1985, would be to reduce net income by approximately 
$71 million after taking into account the income tax effects, of which $42 million relates to 1986 and 
$29 million to 1985. 


In addition, the CRTC determined that, based on forecast revenues for 1987, a revenue reduction of $234 million 
would be required to achieve the allowed rate of return; and Bell Canada was ordered to lower its rates for long 
distance services within its territory effective January 1, 1987. On November 10, 1986, Bell Canada filed an 
application with the CRTC for a review of its decision of October 14, 1986 and requested the Commission to 
increase the revenue requirement for the year 1987 by $25.8 million. The application was denied by the CRTC 
on December 18, 1986. 


Results of operations 


Consolidated income before extraordinary item was $683.9 million in 1986 compared with $652.1 million and 
$626.7 million in 1985 and 1984, respectively. The extraordinary item in 1986 represents a gain in the amount 
of $27.3 million resulting from the sale of a subsidiary, Bell Canada Management Corporation (“BCMC’’) to 
Bell Canada Enterprises Inc. (“BCE”), the parent company of Bell Canada. BCMC was established as a 
wholly-owned subsidiary of Bell Canada and commenced operations in the first quarter of 1985. 


Net income continued to benefit from growth in demand for telecommunications services. However, the effect on 
net income of this growth was partially offset by the following factors: the suspension of the interim rate 
increase of approximately 2 per cent for certain services which was in effect from January 1, 1985 to 
September 1, 1985, (the interim increase), and increased income tax rates. 


Total operating revenues increased by $486.0 million (8.4 per cent) in 1986, by $478.0 million (9.0 per cent) in 
1985 and by $478.2 million (9.9 per cent) in 1984. Excluding the impact in 1985 of the above interim increase, 
operating revenues increased by approximately 9.3 per cent in 1986 compared with 1985 and by 8.1 per cent in 
1985 compared with 1984. Excluding the year over year impact of the 5 per cent rate award effective since 


September 1983 (the rate award), operating revenues increased 7.8 per cent in 1984 compared with 1983. * 


Local service revenues in 1986 increased by $20.8 million (0.9 per cent) compared with an increase of $56.0 million 
(2.5 per cent) in 1985 and $68.1 million (3.2 per cent) in 1984. Excluding the impact of the interim increase 
and the rate award, local service revenues increased by 2.1 per cent in 1986 over 1985, by 1.3 per cent in 1985 
over 1984 and by 0.6 per cent in 1984 over 1983. Network access services (approximates lines in service) which 
account for the major portion of local service revenues, increased by 4.4 per cent compared with 3.9 per cent in 
1985 and 3.8 per cent in 1984. This growth occurred in both the residential and the business markets. The local 
service revenues increases resulting from growth in network access services were partially offset by the impact 
of conversions from traditional rental services to sales-type lease services introduced in 1983 (the revenues of 
which are included in “Directory advertising and miscellaneous — net’’) and by some competitive erosion in 
the provision of terminal equipment. 


Long distance service revenues increased by $297.8 million (10.3 per cent) in 1986 compared with $292.8 million 
(11.3 per cent) in 1985 and $244.7 million (10.4 per cent) in 1984. Excluding the impact of the interim 
increase and the rate award, long distance service revenues increased by 11.1 per cent in 1986, 10.5 per cent in 
1985 and 8.4 per cent in 1984, primarily because of increases in the number of long distance messages. The 
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number of messages increased by 11.0 per cent in 1986 over 1985, 9.3 per cent in 1985 over 1984 and 7.6 per 
cent in 1984 over 1983. 


Directory advertising and miscellaneous revenues increased by $167.4 million (26.7 per cent) in 1986, by 
$129.2 million (25.9 per cent) in 1985 and by $165.4 million (49.7 per cent) in 1984. The increase in 1986 is 
substantially due to increases in revenues from BCMC which was sold to BCE on December 31, 1986, from 
sales-type leases and from directory operations. 


Operating expenses increased by $373.9 million (9.0 per cent) in 1986, by $334.4 million (8.8 per cent) in 1985 and 
by $326.7 million (9.4 per cent) in 1984. The increase in 1986 resulted primarily from higher employee related 
expenses, higher expenses incurred by BCMC and the expensing of various items which in the past had been 
capitalized. 


Liquidity and capital resources 


The principal requirement for additional funds of Bell Canada is to finance capital expenditures. Capital spending 
has increased in 1985 and 1986 reflecting the growth in demand for services. Gross capital expenditures were 
$1,648 million in 1986 compared to $1,409 million in 1985. Based on Bell Canada’s current budget, capital 
expenditures in 1987 are expected to increase by approximately 8 per cent to $1,786 million. 


During 1986 and 1985, funds from external sources amounted to $700 million and $525 million, respectively. These 
funds were obtained through issues of debentures in Europe and Canada for total amounts of $325 million in 
1986 and $250 million in 1985; and issues of preferred shares to the public for $150 million in 1986 and 
$125 million in 1985. BCE also provided funds through the purchase of common shares issued by Bell Canada 
in 1986 for $150 million and the redemption of its Second Preferred Shares, Series One, held by Bell Canada 
for the amounts of $75 million and $150 million in 1986 and 1985, respectively. 


Bell Canada’s cash requirements in 1987, except for approximately one-third of the capital expenditures and the 
repayment of long term debt and term bank loan, of which approximately $184 million matures during the year, 
will be met by internally generated funds. Should Bell Canada’s appeal before the Federal Court of Appeal be 
unsuccessful, the amount of the one-time credit of $206 million less its tax effect of approximately 
$100 million, would have to be added to Bell Canada’s long term financing plan. External funds to meet the 
additional cash requirements are expected to include the offering of debt and preferred equity securities to the 
public, the issue of additional common equity to BCE, and the redemption by BCE of the balance of its Second 
Preferred Shares, Series One. The 1987 external financing program began with the signing of an agreement, on 
February 5, 1987, for a public issue in Canada of $125 million of 9.45% Debentures, Series DU, Due 2011. 


As Bell Canada follows Canadian generally accepted accounting principles (“GAAP”), reference should be made 
to note 15 of Notes to Consolidated Financial Statements which reconciles the important differences between 
Canadian and United States GAAP. 
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SELECTED FINANCIAL AND OTHER DATA 


(dollars in millions) 


1986 1985 1984 
Income statement data 
Operating revenues — 
Telecommunications operationsy...sca2es eons $ 6,254.6 $ 5,768.6 $ 5,290.6 
Contractvoperations. 5...cewe ee oe enemy cee — oa — 
Totalirevenues staves ty eae Tree eee 6,254.6 5,768.6 5,290.6 
Incomes beforerextraord nanyalle erent eee ee ene 683.9 652.1 626.7 
INGEN CONTIG wien se sertne cit ieee Senate Cn Men a rer Reeser merece YN 652.1 626.7 
Dividendsydeclaredve. 22. ore ete tore ae 530.4 493.7 478.2 
Balance sheet data 
TOtaNASSEtS 8 nate ee Pe ee eee $12,693.2 $11,940.9 $11,375.4 
Long term debt* (including current portion)............... 4,203.0 4,206.0 4,088.3 
Preferredisharesaa ned ee male) iret ester ten eae ene 493.4 353.0 376.0 
Other preferred shares (SenicSu@) megane eater ee ee 125.0 125.0 
GrossicapitalfexpenditurcSmenre te iin nee 1,647.8 1,409.1 1,178.9 
Financial ratios 
Percent retumboneaverage toralncanita laine eee 11.6 11.8 11.8 
Percents retummronraverasercommlOnre quit serene tr iii 14.17 13.8 IBS 
InteresteaSea percent ofstotaleaveralerde btm i eaten mene O19 9.8 9.6 
Debtrastaspercentontotalacapitalia aetna 44.5 46.2 47.3 
Intéfest Coverape ties meer mee eee a ee ar 4.13 3.90 3.84 
Other statistics 
INciworksaccessisenvicCesm(UOUSAI GS) alent at anni ter note 7,403.9 7,092.2 6,823.4 
ongedistancemessagess (millions) intr ee ne ee 1,028.4 926.8 847.8 
INumberiof employees canner eee eet ae rare 51,370 50,869 51,167 
Salaryand! wage: payimen(seeae eae ee eee ee $ 1,841.2 $ 1,744.5 $ 1,720.1 


+ After extraordinary item (before extraordinary item: 13.5 per cent). 


* As at December 31. 
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1983 


$ 4,812.4 
4,812.4 
590.6 
590.6 
459.2 


$10,880.6 
3,881.8 
424.1 


1,140.9 


11.4 
1335 

9.4 
46.6 
3.78 


6,574.0 
787.8 
54,423 

$ 1,606.7 


1982 


$ 4,359.3 
469.1 
4,828.4 
521.4 
521.4 
419.8 


$10,620.0 
3,936.8 
522.4 


1,417.2 


10.9 
W227) 

9.2 
47.7 
SS) 


6,416.2 
746.9 
55,761 

$ 1,581.4 


DIRECTORS AND OFFICERS 


The following information on directors and officers is as of January 1, 1987. 


Directors 

Name Principal occupation 

ROyerrederick Bennett, F-C.A. -2....... President, Bennecon Limited 

Claire: Paradis: Bertrand. .......% 044608 Company Director 

Jean Casselman Wadds, O:C. ......... Company Director 

Joseph Victor Raymond Cyr ........... Chairman of the Board, Bell Canada and President, 
Bell Canada Enterprises Inc. 

Albert Jean de Grandpré, O.C., Q.C..... Chairman of the Board and Chief Executive Officer, 
Bell Canada Enterprises Inc. 

Geno Frederick Francolini ............. President and Chief Executive Officer, Xenon Capital Corporation 

Eauistrentm eman.-O.G2 oc. 3 <3 oe ates. Company Director 

iweonce-Montambault\ 2.0 2s.s42 <5 aes: President and Chief Executive Officer, Bell Canada 

John Henderson Moore, F.C.A.......... Company Director 

mletiewA Ibert Nadeau... .4..c0esen ses cen Chairman of the Board, Tioxide Canada Inc. 

Deceased January 22, 1987 

JoObmeriatry-Panabaker = 22% 2. sie soe Chairman of the Board, The Mutual Life Assurance Company 
of Canada 

reTALGME OUTED OC pee lin Ag iets a Company Director 

@hariessRichard Sharpe! . 0 6.4 fea ce a: Chairman of the Board and Chief Executive Officer, 
Sears Canada Inc. 

shames; @arcen eh hackray = sr. ae es ocd ace Company Director 

Paul-Gaston Tremblay, C.M., C.A....... President, Primo-Gestion Inc. 

Douglas Tyndall Wright, Ph.D. ......... President, University of Waterloo 

Officers 

plane Offices 

Joseph Victor Raymond Cyr ........... Chairman of the Board 

eonce Montambault 24%. s62c0 seo oe President and Chief Executive Officer 

Jacques. Bernards Berube. . 2. 25 ak esos: Executive Vice-President (Québec Region) 

WillamMebraneHewat.s cos. dae ses soe Executive Vice-President (Marketing) 

NeaneGtaude MONtY ern eons tales. i+ oie 62 Executive Vice-President (Information Systems) 

Charles) Wesley<Moore Scott. .....2:. Executive Vice-President (Finance & Administration) 

Richard Douglas Sloane ............... Executive Vice-President (Ontario Region) 

PAUleANGTesAUDIN ary aan ue Phen es ot Vice-President (Administration), Québec Region 

Ueaneandrearbemardes 05 ache sce Vice-President (Personnel) 

GatyeDicksone Bray. .0i4 sacs oe ea o5 Vice-President (Government & Regulatory Affairs) 

ictrer Osepo.G NAagNONs ye oe ees eae Vice-President (Engineering) 

Michael Stuart:George Corlett .. 2... . Vice-President (National Systems) 

Douslasawilired Delaney es saee 7-6 - Vice-President (Administration), Ontario Region 

Johnebiugh? barrell sn sure cot ts «nai Se President of Bell Information Systems 

Robin Alexander Hamilton Harding..... Vice-President and Comptroller 

GuUysHIOUlCRa ma yeh hee acre 6 '. Vice-President and Corporate Secretary 

Rierres aGoulece ae ae ea seinen Vice-President (Network Services), Québec Region 

Robettek Carmeyen nas sek a toot caso Vice-President (Information Systems & Services) 

amie amecienan ero ea oe a Vice-President (Corporate Systems Organization) 

Murrayaohne Makin nis. en crguios oe <2 Vice-President (Customer Services), Ontario Region 

OwenswialtersMcAleeres eer aac. Vice-President (Network Services), Ontario Region 

Ermesterie Saunders, ©.C) 2 on ec Vice-President (Law & Corporate Affairs) 

(lane W Allein score ae. re caetann a hen cic eye Vice-President (Marketing & Development) 
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2d upon the merits of the securities offered hereunder and any representation to the contrary is an offence. 


Information has been incorporated by reference in this short form prospectus from documents filed with securities commissions or similar 
authorities in Canada (the permanent information record in Québec). Copies of the documents incorporated herein by reference 
pitt may be obtained on request without charge from the Vice-President and Corporate Secretary, Bell Canada, 
ae 1050 Beaver Hall Hill, Montréal, Oyebec H2Z 184 (telephone 514-870-5107). 


$150,000,000 


Bell Canada 


6,000,000 shares 


ane $1.94 Cumulative Redeemable Retractable Class A 


Preferred Shares Series 8 


_ The Cumulative Redeemable Retractable Class A Preferred Shares Series 8 (the “Series 8 Preferred Shares’’) will 
be entitled to fixed cumulative preferred cash dividends of $1.94 per share per annum, as and when declared by the 
board of directors, which will accrue from the date of issue and will be payable quarterly on the first day of March, 

June, September and December. Assuming an issue date of November 13, 1986, an initial dividend of $0.5807 per 
a share will be payable on March 1, 1987. 


ak ow spectus constitutes a public offering of these securities only in thase jurisdictions where they may be lawfully offered — 
ARO4 only by persons permitted to sell such securities. No securities commission or similar authority in Canada has in any 
tk 


New Issue 


| Retraction Privilege 
The Series 8 Preferred Shares are retractable at the option of the holder on December 1, 2001 at a price equal to 


$25.00 per share, together with all accrued and unpaid dividends. The provisions attaching to the Series 8 
‘Preferred Shares, including particulars of the retraction privilege, are summarized under the heading “Details of 
the Offering”’. 


The Montreal and Toronto stock exchanges have conditionally approved the listing of the Series 8 Preferred Shares. 
/ Listing is subject to Bell Canada fulfilling all of the requirements of such stock exchanges on or before January 26, 
1987, including distribution of the Series 8 Preferred Shares to a minimum number of public shareholders. 


In the opinion of Counsel, these Series 8 Preferred Shares will be eligible investments for insurance companies 
regulated under the Canadian and British Insurance Companies Act and Foreign Insurance Companies Act, in each 
case without recourse to the exceptional provisions thereunder permitting certain other investments. 


Price: $25 per share to yield 7.76% per annum 


Price to Public 


and Proceeds to Underwriters’ Net Proceeds to 
Bell Canada Fee (1) Bell Canada (1) (2) 
Per share Ses ee SE EEE 
eMINTIMMIMOIMEL EE... csrs.s os ceale. 2 ee meats yee $25.00 $0.25 $24.75 
MIVA ACO. ials « ) os fave weer sous oes $25.00 $0.75 $24.25 
UNSFENN 5 2 SR ei eae eee $ 150,000,000 $2,700,000 $147,300,000 


(1) The fee per Series 8 Preferred Share is $0.25 with respect to any such shares sold to certain institutions and $0.75 on all other sales. The 
total fee is expected to be approximately $2,700,000. 
(2) Before deducting expenses of issue estimated at $185,000. 


We, as principals, conditionally offer the Series 8 Preferred Shares subject to prior sale, if, as and when issued by 
Bell Canada and accepted by us, in accordance with the conditions contained in the Underwriting Agreement 
referred to under “Plan of Distribution” and subject to the approval of certain legal matters on behalf of Bell 
Canada by McMaster Meighen and on our behalf by Lafleur, Brown, de Grandpré. 

Subscriptions will be received subject to rejection or allotment in whole or in part and the right is reserved to close 
the subscription books at any time without notice. It is expected that the closing will occur on or about 
November 13, 1986. 


' BRINK HUDSON & LEFEVE 
SUITE 1500, PARK ae a 
666 BURRARD STREET 
VANCOUVER, B.C. V6C 3C4 


October 30, 1986 
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Documents Incorporated by Reference 


The following documents, filed with the various securities commissions or similar authorities in Canada, are 
specifically incorporated by reference and form an integral part of this short form prospectus: 


(a) Annual Information Form of Bell Canada dated February 26, 1986; \ 


(b) Consolidated Financial Statements of Bell Canada for the year ended Tecember 31, 1985 and the 
Auditors’ Report thereon provided on pages 3 to 15 of Bell Canada’s Annual Report 1985; 


(c) Quarterly Reports of Bell Canada for the first and second quarters of 1986 containing the interim 
Consolidated Financial Statements for the three months ended March 31, 1986 and the six months 
ended June 30, 1986 respectively; and »s 


~ 


(d) Notice of material change dated October 22, 1986 with respect to the determination by the Canadian 
' Radio-television and Telecommunications Commission of Bell Canada’s revenue requirements for 
1985, 1986 and 1987. . 


Any Annual Information Form, material change reports (excluding confidential reports), interim financial 
statements and information circulars filed by Bell Canada with the various securities commissions or similar 
authorities in Canada after the date of this short form prospectus and prior to the termination of the offering made 
hereby, shall be deemed to be incorporated by reference into this short form prospectus. 
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Summary of the Offering 


This summary is qualified by the detailed information appearing elsewhere in this short form prospectus. 


Issue: 
Amount: 
Price and Yield: 


Dividends: 


Retraction: 


Redemption: 


Purchase for 
Cancellation: 


Priority: 


$1.94 Cumulative Redeemable Retractable Class A Preferred Shares Series 8. 
$150,000,000 (6,000,000 shares). 
$25.00 per share to yield 7.76% per annum. 


Fixed cumulative preferred cash dividends at an annual rate of $1.94 per share payable 
quarterly on the first day of March, June, September and December. Assuming an issue 
date of November 13, 1986, an initial dividend of $0.5807 per share will be payable on 
March 1, 1987. 


Redeemable at the option of the holder on December 1, 2001 at $25.00 per share, plus 
accrued and unpaid dividends. 


Not redeemable prior to December 1, 1996. Redeemable on and after such date at $26.00 
per share, together with accrued and unpaid dividends, declining by $0.25 annually until 
December 1, 2000, and thereafter at $25.00. 


Bell Canada may purchase Series 8 Preferred Shares at any price by tender to all 
shareholders or through the facilities of a stock exchange, or in any other manner at a price 
for such Series 8 Preferred Shares so purchased that shall not exceed the highest price 
offered for a board lot of the Series 8 Preferred Shares on any stock exchange on which 
such shares are listed on the date of purchase for cancellation. 


The Class A Preferred Shares rank in priority to the Common Shares with respect to the 
payment of dividends and with respect to the distribution of assets in the event of the 
liquidation, dissolution or winding-up of Bell Canada. Each series of Class A Preferred 
Shares ranks in such respect on a parity with every other series of Class A Preferred 
Shares. 


- 
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Bell Canada 


Bell Canada was incorporated by Special Act of the Parliament of Canada in 1880 and continued under the 


Canada Business Corporations Act effective April 21, 1982. Bell Canada may also be legally designated as The Bell — 


Telephone Company of Canada or La Compagnie de Téléphone Bell du Canada and it has its principal and 
registered offices at 1050 Beaver Hall Hill, Montréal, Québec, Canada H2Z 1S4. 


Bell Canada, formerly the parent company of the Bell group of companies, became a wholly-owned subsidiary 
of Bell Canada Enterprises Inc. as a result of the reorganization of the Bell group on April 28, 1983. Bell Canada is 
the largest Canadian supplier of telecommunications services and, as a telecommunications operating company, 
owns and operates a public switched network for voice, data and image communications in the provinces of Ontario 
and Québec and in the Northwest Territories. Bell Canada directly holds two wholly-owned subsidiaries, 
Tele-Direct (Publications) Inc. and Bell Canada Management Corporation. Tele-Direct (Publications) Inc. is 
engaged in the sale of telephone directory advertising and in the publishing of white pages and Yellow Pages* 
directories for Bell Canada and other Canadian telephone companies. Bell Canada Management Corporation was 
established in January 1985 for the purpose of holding and managing the investments of Bell Canada in new 
business opportunities. In addition, Bell Canada has minority common equity interests in Telesat Canada, which is 
engaged in the provision of satellite communications services, and in Bell-Northern Research Ltd., an industrial 
research and development organization. 


Recent Developments 


On October 14, 1986, the Canadian Radio-television and Telecommunications Commission (“CRTC”) 
rendered its decision, following a public hearing held in June and July of this year, with respect to the determination 
of Bell Canada’s revenue requirements for 1985, 1986 and 1987. 


The CRTC concluded that Bell Canada’s permissible range of rate of return on common equity on a regulated 
basis should have been 12.75% to 13.75% for 1985, and would be between 12.25% and 13.25% for each of 1986 and 
1987. The CRTC also directed that certain items which had been expensed since January 1, 1985 should be 
capitalized. As a result, operating expenses would have been reduced by $9 million for the full year 1985 and would 
be reduced by $57 million for the full year 1986. 


Based on these determinations, the CRTC concluded that Bell Canada earned excess revenues of $63 million 
for 1985 and would earn excess revenues of $143 million for the full year 1986, and has directed Bell Canada to 
provide its subscribers with a one-time credit by January 31, 1987, determined by pro-rating the sum of the excess 
revenues for 1985 and 1986 of $206 million in relation to each subscriber’s monthly billing for specified basic local 
services provided as of the date of the decision. | 


In addition, the CRTC, based on forecasted revenues for 1987, determined that a revenue reduction of 
$234 million would be required to achieve an allowed rate of return of 12.75%, being the middle point of the 
permissible range of rate of return for 1987. In order to achieve the necessary revenue reduction for 1987, Bell 
Canada was ordered to lower its rates for long distance services within its territory as of January 1, 1987; Bell 
Canada was directed to file proposed tariff revisions by November 17, 1986, which would give effect to the rate 
changes specified in the decision. The CRTC estimated that these rate reductions would average about 20%, but will 
vary according to the category of long distance services. 


Bell Canada is considering pursuing various avenues to vary certain aspects of the decision. One such avenue is 
to appeal to the Federal Court of Appeal the legality of the CRTC’s order to Bell Canada to rebate to Bell Canada’s 
subscribers certain amounts with respect to the years 1985 and 1986. An application for a review by the CRTC of 
the treatment of Bell Canada’s revenues and rate of return for 1987 is also being considered. 


Should the CRTC’s decision not be varied as a result of the appeal, and taking into account the tax effects of 
the decision, it is estimated that net income would have been reduced by $70 million of which $27 million would 
have been applicable to the full year 1985 and $43 million would be applicable to the full year 1986. 


*Trademark 
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Current Operating Results 


Consolidated results for the three months and the nine months ended September 30, 1986, along with the 
comparative figures for 1985, are summarized below: + 


Three months ended Nine months ended 
September 30 September 30 
1986 1985 1986 1985) 
(millions of dollars) 

DcratiMOme VENUES... Sade neato We Ci eIN eee ore. $1,575.6 $1,456.5 $4,609.4 $4,272.5 
WeramneHeXDENSES = 1 oc elon tee ce ee ee 1,125.8 0293 329106 3 lu pal 4 
ENCES OINIGS tg i205 2 sy AE Geieses Reuss Ay aha nae +4. eA $ 449.8 $4202 Sodas $1,251.3 
INGE IRCOMIeMnR Hath is Anil’. det ho th Bae Re Bk ee) DP ANS3 BM, 9 S146) 18 522.0 8.5025 


+ Since Bell Canada is considering appealing the CRTC decision of October 14, 1986, the effect of the decision, as set out above under “Recent 
Developments”, has not been reflected in the above financial data. 
Asset and Earnings Coverages 


The following financial ratios, which give effect to this issue of Series 8 Preferred Shares, are calculated as at or 
for the twelve months ended September 30, 1986: ++ 


Long Term Debt and 


Preferred Shares Preferred Shares 
RranPMOSTCOMCTARE (soa lta’... Se pele See aS oa. be te ee ERE nO 11.4 times 3.2 times* 
Net tangible asset coverage: 
Before deduction of deferred income taxes...................e000- 10.7 times 2.2 times 
After deduction of deferred income taxes...................e0000: 8.1 times 1.9 times 


++ Had the CRTC decision discussed under “Recent Developments” been in effect for the twelve months ended September 30, 1986, Bell 
Canada estimates that earnings coverage with respect to preferred shares would be 10.8 times and with respect to long term debt and preferred 
shares would be 3.1 times, while the net tangible asset coverages would not be significantly different. 


* For this calculation a consolidated effective tax rate of 49.8% was used for the twelve months ended September 30, 1986. 


Use of Proceeds 


The net proceeds from the sale of the Series 8 Preferred Shares, estimated at $147,115,000 after deducting the 
expenses of issue estimated at $185,000, will form part of the general funds of Bell Canada and will be used to pay 
for part of Bell Canada’s expenditures for the acquisition and construction of additions and improvements to its 
telecommunications system and to provide additional working funds. 


Plan of Distribution 


Under an agreement dated October 22, 1986 between Bell Canada and Burns Fry Limited, Dominion 
Securities Inc. and Wood Gundy Inc., as underwriters (the “Underwriters”), Bell Canada has agreed to sell and the 
Underwriters have agreed to purchase on November 13, 1986, or on such later date as may be agreed upon, but in 
any event not later than December 9, 1986, all but not less than all of the 6,000,000 Series 8 Preferred Shares at a 
price of $25.00 per share payable in cash to Bell Canada against delivery of the Series 8 Preferred Shares. In 
consideration for their services in connection with this offering, Bell Canada has agreed to pay the Underwriters a 
fee of $0.25 per share on sales to certain institutions and a fee of $0.75 per share on all other sales, with the total fee 
estimated to be approximately $2,700,000. All fees payable to the Underwriters will be paid on account of services 
rendered in connection with the offering and will be paid out of the general funds of Bell Canada. 


The obligations of the Underwriters under such agreement may be terminated at their discretion on the basis of 
their assessment of the state of the financial markets and may also be terminated by them or Bell Canada upon the 
occurrence of certain other stated events. The Underwriters are, however, obligated to take up and pay for all the 
Series 8 Preferred Shares if any Series 8 Preferred Shares are purchased under such agreement. 


In connection with this offering, the Underwriters may over-allot the Series 8 Preferred Shares offered by this 
short form prospectus or effect transactions which stabilize or maintain the market price of the Series 8 Preferred 
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Shares at a level above that which might otherwise prevail in the open market. Such transactions, if commenced, 
may be discontinued at any time. 


Description of Share Capital 


The articles of Bell Canada provide that its authorized share capital shall be divided into an unlimited number 
of common shares (the ““Common Shares”) and an unlimited number of Class A Preferred Shares issuable in 
series, all without nominal or par value and subject to a limit of $5,000 million on the aggregate amount of the stated 
capital accounts of Bell Canada. The issuance of shares is subject to the approval of the Canadian Radio-television 
and Telecommunications Commission as to amount, terms and conditions. As of the date of this short form 
prospectus, all the outstanding Common Shares and Class A Preferred Shares are owned by Bell Canada 
Enterprises Inc., with the exception of the Cumulative Redeemable Class A Preferred Shares Series 6. 


Common Shares 


Holders of Common Shares are entitled to one vote per share at all meetings of shareholders, except meetings 
at which only holders of other classes or series of shares of Bell Canada are entitled to vote. Subject to the rights, 
privileges, restrictions and conditions attaching to any other class or series of shares of Bell Canada, holders of 
Common Shares are entitled to receive such dividends payable in money, property, or by the issue of fully paid 
shares of Bell Canada as may be declared by its directors, and they are also entitled to receive the remaining 
property of Bell Canada upon liquidation, dissolution or winding-up. Holders of Common Shares have no pre- 
emptive, redemption or conversion rights. All outstanding Common Shares of Bell Canada are fully paid and non- 
assessable. 


Class A Preferred Shares 


The directors of Bell Canada may from time to time issue Class A Preferred Shares in one or more series and 
determine for any such series its designation, number of shares and respective rights, privileges, restrictions and 
conditions. The Class A Preferred Shares rank in priority to the Common Shares with respect to the payment of 
dividends and with respect to the distribution of assets in the event of the liquidation, dissolution or winding-up of 
Bell Canada. Each series of Class A Preferred Shares ranks in such respects on a parity with every other series of 
Class A Preferred Shares. 


The holders of Class A Preferred Shares do not have the right to receive notice of, attend, or vote at, any 
meeting of shareholders except to the extent otherwise provided in the articles of Bell Canada with respect to any 
series of Class A Preferred Shares, or when the holders of Class A Preferred Shares are entitled to vote separately as 
a class or as a series as provided in the Canada Business Corporations Act (the “CBCA”’). In connection with any 
matter requiring the approval of the Class A Preferred Shares as a class, the holders of existing series of Class A 
Preferred Shares are entitled to one vote in respect of each Class A Preferred Share held, with the exception of the 
holders of the Cumulative Redeemable Class A Preferred Shares Series 6 (having a stated value of $500,000 per 
_ share) who are entitled to 5,000 votes for each such share. Bell Canada may, without the approval of the holders of 
the Class A Preferred Shares, as a class, create any new class of shares ranking on a parity with the Class A 
Preferred Shares. Holders of Class A Preferred Shares have no pre-emptive rights. All outstanding Class A 
Preferred Shares of Bell Canada are fully paid and non-assessable. 


The provisions attaching to the Class A Preferred Shares may be repealed, altered, modified or amended with 
such approval as may then be required by the CBCA, currently being at least two-thirds of the votes cast at a 
meeting or adjourned meeting of the holders of such shares duly called for the purpose and at which a quorum is 
present. 


Details of the Offering 


Details of the Series 8 Preferred Shares 


On October 22, 1986 the board of directors of Bell Canada authorized the creation of 6,000,000 Series 8 
Preferred Shares of Bell Canada. The Series 8 Preferred Shares offered hereby will have attached thereto the series 


provisions summarized below. Bell Canada will furnish upon request a copy of the text of the provisions attaching to - 


the Series 8 Preferred Shares. 
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Issue Price and Stated Value 


/ 


The Series 8 Preferred Shares will have an issue price and stated value of $25.00 per share. | 


Dividends 


The holders of the Series 8 Preferred Shares will be entitled to receive fixed cumulative preferred cash 
dividends as and when declared by the board of directors of Bell Canada, at an annual rate of $1.94 per share to 
accrue from the date of issue and to be paid quarterly on the first day of March, June, September and December in 
each year. 


The initial dividend will be payable on March 1, 1987 at an annual rate of $1.94 prorated for the period from 
and including the date of issue to but excluding March 1, 1987 and, assuming an issue date of November 13, 1986, 
will be $0.5807 per share. 


Retraction Privilege 


A holder of Series 8 Preferred Shares may require Bell Canada to redeem any or all of his Series 8 Preferred 
Shares on December 1, 2001 (the “Retraction Date’’) at a price equal to $25.00 per share plus an amount equal to 
all accrued and unpaid dividends to the date of payment (the “Retraction Price”). 


Bell Canada will give not less than 45 days’ and not more than 60 days’ notice prior to December 1, 2001 to the 
holders of Series 8 Preferred Shares of their retraction right on the Retraction Date. A holder of Series 8 Preferred 
Shares wishing to exercise the retraction privilege must, at least 15 days and no more than 60 days prior to the 
Retraction Date, complete and sign the retraction panel on his share certificate or the election form provided for 
that purpose by Bell Canada or the transfer agent and deposit the certificate and such election form, if any, with the 
transfer agent, whereupon the election made therein will be irrevocable unless, in the case of an election to have 
shares redeemed by Bell Canada, Bell Canada fails to redeem all of the shares in respect of which such an election 
was made. To the extent that Bell Canada fails to redeem shares for which such an election was made on the 
Retraction Date, the holder may withdraw all but not less than all of the shares so deposited for redemption and not 
redeemed and Bell Canada shall thereafter have no obligation to redeem any of such shares in connection with the 
Retraction Date. | : 


If the redemption by Bell Canada on the Retraction Date of all Series 8 Preferred Shares required to be 
redeemed would be contrary to applicable law, Bell Canada will be required to redeem on a pro rata basis the 
maximum number of shares (rounded to the next lower multiple of 1,000 shares) as it is permitted to redeem on the 
Retraction Date. Thereafter, Bell Canada will be required to redeem on a pro rata basis on each succeeding dividend 
payment date such further maximum number of shares (rounded, except for the final redemption of any number of 
shares less than 1,000, to the next lower multiple of 1,000 shares) as it is then permitted to redeem, until all shares 
required to be redeemed on the Retraction Date have been redeemed. 


Redemption 


The Series 8 Preferred Shares will not be redeemable prior to December 1, 1996 but will be redeemable, 
subject to applicable law and to “Restrictions on Dividends and Retirement of Shares” on or after that date at the 
option of Bell Canada in whole at any time or in part from time to time, at the following prices: 


If the date of 
redemption is in 
the 12 months 


commencing Price 

December 1 per share 
1996 auntaheearnd). eben hha sete tees ee $26.00 
199) 2s acento ceeded oS eae $25.75 
LOO Bis sista satel Reievers ts tags OE ii onc eas enh ORSA «caylee $25.50 
1999 os scars dalled weeds are ei ee ee et oo RR caress $25:25 
2000 and thereafter’. )...7).-.5 eae ae ee yes $25.00 


plus an amount equal to all accrued and unpaid dividends to the date of redemption, the whole constituting the 
‘Redemption Price.” 


Notice of the redemption will be given by Bell Canada not less than 30 days prior to the date fixed for 
redemption. If less than all Series 8 Preferred Shares are at any time to be redeemed, the shares to be redeemed will 
be selected by lot in such manner as the board of directors shall in its sole discretion determine or, if the board of 


directors so determines, shall be redeemed pro rata disregarding fractions of shares provided that registered holdings — 


of 10 shares or less will be redeemed in full. 


Purchase for Cancellation 


Subject to the restrictions under “Restrictions on Dividends and Retirement of Shares”, Bell Canada may at 
any time purchase for cancellation all or any number of Series 8 Preferred Shares at any price by tender to all 
holders of Series 8 Preferred Shares or through the facilities of any stock exchange on which the Series 8 Preferred 
Shares are listed, or in any other manner provided that, in such case, the price for such Series 8 Preferred Shares so 
purchased for cancellation shall not exceed the highest price offered for a board lot of the Series 8 Preferred Shares 
on any stock exchange on which such shares are listed on the date of purchase for cancellation. 


Restrictions on Dividends and Retirement of Shares 
Bell Canada will not, without the approval of the holders of outstanding Series 8 Preferred Shares: ; 


(a) declare, pay or set apart for payment any dividends on the Common Shares or any other shares of Bell 
Canada ranking junior to the Series 8 Preferred Shares (other than stock dividends payable in shares of 
Bell Canada ranking junior to the Series 8 Preferred Shares); or 


(b) redeem, purchase or otherwise retire or make any capital distribution on or in respect of the Common 
Shares or any other shares of Bell Canada ranking junior to the Series 8 Preferred Shares (except out of 
the net cash proceeds of a substantially concurrent issue of shares of Bell Canada ranking junior to the 
Series 8 Preferred Shares); or 


(c) except in connection with the exercise of the retraction privilege attaching thereto, redeem, purchase or 
otherwise retire less than all the Series 8 Preferred Shares then outstanding; or 


(d) except in connection with the exercise of the retraction privilege attaching thereto, redeem, purchase or 
otherwise retire any other shares of Bell Canada ranking on a parity with the Series 8 Preferred Shares; 


unless, in each such case, all dividends on outstanding Series 8 Preferred Shares accrued up to and including the 
dividend payable on the last preceding dividend payment date shall have been declared and paid. 


Any approval of the holders of the Series 8 Preferred Shares required hereunder may be given by the 
affirmative vote of the holders of the majority of the shares represented at a meeting, or adjourned meeting, of the 
holders of Series 8 Preferred Shares duly called for the purpose and at which a quorum is present. 


Rights on Liquidation 


In the event of any liquidation, dissolution or winding-up of Bell Canada, the holders of the Series 8 Preferred 
Shares will be entitled to receive $25.00 per Series 8 Preferred Share plus an amount equal to all accrued and 
unpaid dividends up to the date of payment or distribution before any payment or distribution is made to the holders 
of the Common Shares or any other shares of Bell Canada ranking junior to the Series 8 Preferred Shares. Upon 
payment of such amounts, the holders of the Series 8 Preferred Shares will not be entitled to share in any further 
distribution of assets of Bell Canada. 


Voting Rights 


The holders of Series 8 Preferred Shares will not be entitled (except as otherwise provided by law) to receive 
notice of, attend, or vote at, any meeting of the shareholders of Bell Canada unless Bell Canada shall have failed to 
pay eight dividends on the Series 8 Preferred Shares, whether or not consecutive. In that event, and for only so long 
as any such dividends remain in arrears, the holders of Series 8 Preferred Shares will be entitled to receive notice of 
and to attend all shareholders’ meetings, and to one vote for each share held, except meetings at which only holders 
of another specified class or series are entitled to vote. 


In connection with any action to be taken by Bell Canada which requires the approval of the holders of Series 8 - 


Preferred Shares voting as a series or as part of the class, each such share shall entitle the holder thereof to one vote. 
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Modification fe 

The provisions attaching to the Series 8 Preferred Shares as a series may be repealed, altered, modified or 
amended with such approvals as may then be required by the CBCA, currently being at least two-thirds of the votes 
cast at a meeting or adjourned meeting of the holders of Series 8 Preferred Shares duly called for the purpose and at 
which a quorum is present. 


Income Tax Considerations 


In the opinion of McMaster Meighen and Lafleur, Brown, de Grandpré, the following is a summary of the 
principal income tax considerations for prospective purchasers residing in Canada who will hold their Series 8 
Preferred Shares as capital property and that deal at arm’s length with Bell Canada, and is based on and limited to 
the current provisions of the Income Tax Act (Canada) and the Ways and Means Motion to amend such Act of 
June 11, 1986 (“Motion”) on the assumption that it will be reintroduced in Parliament in substantially the same 
form, and the Taxation Act (Québec), taking into account the Budgetary and Financial Policy Statement of 
December 18, 1985 (“Policy Statement”) and the Budget of May 1, 1986 (“Budget”’). 


This summary does not deal with all possible income tax considerations and should not be construed as legal or 
tax advice to a prospective investor. Unless otherwise noted the income tax considerations applicable pursuant to the 
Taxation Act (Québec) are the same as those applicable pursuant to the Income Tax Act (Canada). Prospective 
purchasers should consult their tax advisors with respect to their particular circumstances. 


Taxation of Dividends 


In the case of an individual, dividends on Series 8 Preferred Shares will be taxable pursuant to the normal rules 
of gross-up and dividend tax credit. The Motion and the Budget provide that effective January 1, 1987 the amount 
of the gross-up and the dividend tax credit wili be reduced, thereby increasing the effective rate of tax on dividends. 
Grossed-up dividends will be eligible for the annual deduction of up to $1,000 for qualifying Canadian source 
interest and grossed-up dividends. The Budget provides, beginning in the 1986 taxation year, for the reduction of the 
maximum amount of this annual deduction by half, except in certain circumstances for taxpayers considered to be 
retired. 


In the case of a corporation which is a “specified financial institution” within the meaning of the Income Tax 
Act (Canada), dividends will be included in computing its income, but will be deductible in computing its taxable 
income, provided that the Series 8 Preferred Shares have not been acquired in the ordinary course of the business 
carried on by that institution, or provided that the Series 8 Preferred Shares are listed on a prescribed stock 
exchange in Canada and that such institution, either alone or with persons with whom it does not deal at arm’s 
length, does not receive in the aggregate dividends in respect of more than 10% of the Series 8 Preferred Shares 
issued and outstanding at the time such dividends are received. In the case of a corporation which is not a “specified 
financial institution”, dividends on a Series 8 Preferred Share (including any amount deemed to be a dividend) will 
be included in computing its income and normally will be deductible in computing its taxable income. 


Private corporations, as defined in the Income Tax Act (Canada), and certain other corporations may be 
subject to a refundable tax pursuant to Part IV of the said Act at a rate of 25% (the Motion provides that effective 
January 1, 1987 the rate will be increased to 33-1/3%) on dividends received on the Series 8 Preferred Shares. The 
Taxation Act (Québec) does not impose a similar tax. 


Disposition 

In general, the disposition or deemed disposition of Series 8 Preferred Shares will give rise to a capital gain (or 
a capital loss) to the extent that the proceeds of disposition, net of costs of disposition, exceed (or are lesser than) 
the adjusted cost base to the shareholder of such shares immediately before the disposition. In the case of a 
corporation which disposes of these shares, the amount of the capital loss otherwise determined may be reduced, to 
the extent and in the circumstances prescribed by law, by the amount of dividends received or deemed received on 
the shares. Similar rules apply where a corporation is a member of a partnership or a beneficiary of a trust that owns 
Series 8 Preferred Shares. 


- Individuals, other than trusts, are entitled to a cumulative lifetime exemption of a maximum of $500,000 of 
capital gains ($250,000 of taxable capital gains) by means of a special deduction in the computing of taxable 


Q 


id 


income. This special deduction may be used in respect of taxable capital gains resulting from dispositions of Series 8 
Preferred Shares subject to cumulative limits of $25,000 for 1986, $50,000 for 1987, $100,000 for 1988, $150,000 for 


1989 and $250,000 for 1990 and following years. The Budget provides for the harmonization of the Québec 


legislation with respect to this deduction. 


The redemption or purchase for cancellation by Bell Canada of a Series 8 Preferred Share will constitute a 
disposition, but the proceeds of disposition will not include any dividend which is deemed to be received by the 
shareholder upon the redemption or purchase for cancellation. An amount received upon redemption or purchase 
for cancellation of Series 8 Preferred Shares (except actual dividends) which exceeds the paid-up capital 
attributable to these shares will generally be deemed to be a dividend in the hands of all shareholders who receive 
such an amount, unless the shares are purchased in the open market by Bell Canada in the manner in which shares 
would normally be purchased by any member of the public in the open market. The amount of any such deemed 
dividend will not be included in computing the proceeds of disposition to any shareholder for purposes of computing 
the capital gain or capital loss arising on the disposition of the shares. 


Proposed Minimum Tax 


on 


For the 1986 and subsequent taxation years, the Motion, the Policy Statement and the Budget propose to 
amend the Income Tax Act (Canada) and the Taxation Act (Québec) respectively to introduce an alternative 
minimum personal income tax. Individuals (other than related segregated fund trusts and mutual fund trusts) will 
be required to compute an adjusted taxable income amount under which certain items will not be deductible or 
exempt. Taxable dividends (without application of the dividend gross-up), the full amount of capital gains in 
respect of which the lifetime capital gains exemption has not been claimed and one-half of capital gains in respect of 
which the lifetime capital gains exemption has been claimed will be included in the adjusted taxable income 
amount. Various deductions will be denied including the annual deduction for qualifying Canadian investment 
income. Taking into account the 14.2% federal alternative minimum tax calculated before the federal surtax but 
after the Québec abatement, a combined tax rate (federal and Québec) of 27.78% will be applied to the adjusted 
taxable income amount less (where the individual is not a trust) a minimum tax exemption of $40,000 plus the 
regular personal exemptions. If the minimum tax so calculated exceeds the tax otherwise payable, then the 
minimum tax will be payable. Any additional tax payable for a year by reason of the minimum tax rules may be 
carried forward and deducted from regular tax liability in the seven subsequent years. Where a taxpayer dies any 
unused carryover may be deducted from regular tax liability for the three years preceding the year of death. 


Transfer Agent and Registrar 


The transfer agent and registrar for the Series 8 Preferred Shares is Bell Canada Enterprises Inc. at its offices 
in Montréal and Toronto. 


Statutory Rights of Withdrawal and Rescission 


Securities legislation in several of the provinces of Canada provides purchasers with the right to withdraw from 
an agreement to purchase securities within two business days after receipt or deemed receipt of a prospectus and any 
amendment. In several of the provinces, securities legislation further provides a purchaser with remedies for 
rescission or, in some jurisdictions, damages where the prospectus and any amendment contains a misrepresentation 
or is not delivered to the purchaser, but such remedies must be exercised by the purchaser within the time limit 
prescribed by the securities legislation of his province. The purchaser should refer to any applicable provisions of the 
securities legislation of his province for the particulars of these rights or consult with a legal advisor. 
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CERTIFICATE OF BELL CANADA 


Dated: October 30, 1986 


The foregoing, together with the documents incorporated herein by reference, constitutes full, true and plain 
disclosure of all material facts relating to the securities offered by this short form prospectus as required by the 
securities laws of British Columbia, Alberta, Saskatchewan, Manitoba, Ontario and New Brunswick. This short 
form prospectus, as supplemented by the permanent information record, contains no misrepresentation that is likely 
to affect the value or the market price of the securities to be distributed, as required by the securities laws of 
Québec. 


_ Chief Executive Officer Chief Financial Officer 
(Signed) J.V.R. Cyr (Signed) C.W.M. Scott 

Chairman of the Board, President and Vice-President (Finance and 
Chief Executive Officer Corporate Performance) 


On behalf of the Board of Directors: 


Director Director 
(Signed) G.F. FRANCOLINI (Signed) J.C. THACKRAY 


CERTIFICATE OF UNDERWRITERS 


Dated: October 30, 1986 


To the best of our knowledge, information and belief, the foregoing, together with the documents incorporated 
herein by reference, constitutes full, true and plain disclosure of all material facts relating to the securities offered by 
this short form prospectus as required by the securities laws of British Columbia, Alberta, Saskatchewan, Manitoba, 
Ontario and New Brunswick. To our knowledge this short form prospectus, as supplemented by the permanent 
information record, contains no misrepresentation that is likely to affect the value or the market price of the 
securities to be distributed, as required by the securities laws of Québec. 


Burns Fry Limited | Dominion Securities Inc. Wood Gundy Inc. 
By: (Signed) GORDON A. HOWELL By: (Signed) L.H. Gotu By: (Signed) T.C.W. REID 


The following includes the names of all persons having an interest either directly or indirectly, to the extent of 
not less than 5% in the capital of: 


Burns Fry Limited: wholly-owned by Burns Fry Corporation; 
Dominion Securities Inc.: Dominion Securities Limited; and 


Wood Gundy Inc.: wholly-owned by The Wood Gundy Corporation. 
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